Internal Revenue Service
Dcpartment of the Treasury

District

1100 Commerce St., Dallas, Texas 75242
Director

Date: o il

Employer ID Number:
O R TR

Teleihone Number:

Refer Reply To:
)
Case Number:

Dear Sir or Madam:

We have considered your application for recognition of exemption from Federal
income tax under section 501(c)(3) of the Internal Revenue Code.

Tne information submitted indicates that you were incorporated in G

. Your purposes were amended N6 to neet
the organizational test of IRC 501(c)(3).

Your activities, as stated in your application, are to "educate, coordinate
and unify fund raising activities for churches, schools, missions, and other
501(c)(3) organizations (nonprofit organizations).” You state that "The
primary fund raising activity that the Foundation will educate these
organizations about is -" "The Foundation volunteers will make
presentations to the management of nonprofit organizations, educating tham
about this simple fund raising vehicle. The foundation will also train the

nonprofit organization members on how to organize, promote and account for
this fund raising program.”

You explain that "Grocery, department, drug and other retail stores frequently
issue ¢l in minimum order quantities of SEP. Smaller nonprofit
organizations can not aftord this level of outlay, let along the level to

sponsor multiple stores. Multiple sponsorship can result in significant
increases in administrative costs, thereby reducing the fund raising benett
of the program. The Foundation will coordinate and unify the fund raising

efforts ot the nonprofit organizations by providing "y ' and
reducing administrative costs by functioning as a clearing house for various

stores. The Foundation will acquire the from participating stores and
veissue the ¢l in small quantities. There will be no minimum orde:
quantities. This will provide the nonprofit organization w-'th the ability tu

offer a variety of i@ with little or no outlay. Since the Foundation will
be acquiring P from the participating stores, the nonproftit organizations
will veduce their administrative cost by having to travel to ane location

veisue five or ten to obtain the ol il "
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You state that "The Foundation will be reimbursed for various operating costs
such as insurance, supplies, telephone and wages or contract services for
accounting costs. Reimbursements will be obtained through the retention of a
small portion of the discount received from the participating stores. All
retained discounts in excess of working capital needs will be returned to the
participating nonprofit organizations."

In your letter that we received on vEESEEENEEP £ vou indicated that your
organization would have one paid employee. You state that the duties of this
employee are to "Tabulate orders, maintain inventory of @G track orders,
prepare - for pick up, and maintain accounting records."”

The projected financial statements submitted with your application show that
your only source of revenue is from the sale of ¢illl. Your expenses are
general office expenses and the salary of the one paid employee. In your
first year you have anticipated expenses exceeding revenues. In your second
and third years you anticipate no excess in revenues over expenses.

Section 501(c) of the Code describes certain organizations exempt from Federal
Income tax under section 501(a) and reads, in part, as follows:

"(3) Cerporations,*** fund, or foundation, organized and operated exclusively
for religious, charitable, scientific, *** literary, or educational
purposes, or to foster national or international amateur sports
competition (but only if no part of its activities involve the provision
of athletic facilities or equipment), or for the prevention of ~ruelty to
children or animals, no part of the net earnings which inures to the
benefit of any private shareholder or individual, no substantial part of
the activities of which is carrying on propaganda, or otherwise
attempting, to influenre legislation (except as otherwise provided in
subsection (h)), and which does not participate in, or intervene in
(including the publishing or distributing of statements), any political
campaign on behalf of any candidate for public office."

Section 1.501(c)(3)-1 of the regulations provides, in part, as follows:

"(a)(1) In order to be exempt as an organization described in sect. .n
501(c)( '), an organization must be both organized and operated exclu-
sively tor one or more of the purposes specified in such section. It an

organization fails to meet either the organizational test or the
operational test, 1t is not exempt."

"(c)(l) Primavy activities. An organization will be regavded as
‘operated exclusively' for one or more exempt purposes only 1t it engages
primarily in activities which accomplish one or more of such exempt
purposes specified in sect.:on 501(c¢c)(3). An organization will not be so
regarded if more than an insubstantial part of its activities 18 not 1in
furtherance of an exempt gurpose."
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% Revenue Ruling 73-164, 1973-1 Zuwm:lative Bulletin 223, holds that an
% crganiezation which has no signific.nt charitable activity other than the
i -3-

= LAf i d

.
x
£
2
A




required payment of all itsﬂprofits over to one or more charitable
organizations exempt under IRC

501(c)(3), is operated for the Primary purpose
of carrying on a trade or business for profit, and is precluded from exemption
under section 501(c)(3).

Revenue Ruling 64-182,

organization which carr
charitable organization
charitable purposes can
where it can be shown to
Scope with 1ts financial

1964-1 Cumulative Bulletin 187, holds that an
ies out its charitable program by aiding other
S through contributions and gran I
be exempt under section 501(c)(3) of the Code only
be carrying on a charitable pr
resources through such contributions and grants.

1972-2 Cumulative Bulletin 245, held that an

provide management and consulting services at cost to
unrelated exempt organi i i

501(c)(3) of the Code. Th

consulting services on a regular basi

ordinarily carried on for profit. The fact that the services in this case are

organizations is not sufficient to
characterize this activity as charitable within the meaning of section

501(c)(3) of the Code. . Furnishing the services at cost lacks the donative
element to establish this activity as charitable.

Revenue Ruling 54-305, I954-2.Cumulative Bulletin 127, provides that a
corporation organized and oper

rated for the Primary purpose of operating and

itable organizations, is
engaged in business activities which would be unrelated activities if carried
on by any one of the tax-exempt organizations, therefore, the corporation 1is
not entitled to exemp

tion under section 101(6) of the Internal Revenue Code
(which corresponds to section 501(c)(3) of the 1954 Code).

In Better Business Bureau of Washington, D.C. v. United States, 326 U.S. 279
(1945) the Court held that a better business bureau was not exclusively
cducational or charitable. Its activities were in part aimed at promoting the
prosperity and standing of the business community, even though there was also
benefit to the public. .The Court states that in order to fall within the
claimed excmption, an organization must be devoted to exempt purposes
exclusively. The presence of a single nonexempt purpose, if substantial
nature, will destro, exemption regardless of the number or importance of
truely exempt purpeses. According to Revenue Ruling 74-553, 1974-2 Cumnlative

Bulletin 168, this rationale applies equally well to any category of
charitable purposes under section 501(c¢)(3) of the Code.
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Based on the taformation submitted,

organized and opera-ed exclusively f
section S501(c)(3) of the Code .
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we have concluded that vou are not
Or one or more purposes specified in
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You stated in your application for exemption that "The primary fund rarsing
activity that Lhe Foundation will edicate these organizations about 1s ..
In the letter dated R S e yYou state that organizations "are not

FE
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expected to, nor are they required to, obtain their through the
Foundation." However, you Stated in your application that "The Foundation
i various operating costs....", and that "Reimbursements

al. portion of the discount
received from the participating stores." You provided an example where your

orgenization acquired @D .orth of gl for @MY and then sold the

tO nonprofit organizations for s@®. vou stated that "The $’ retained wil]
be used to cover expenses." Your financial information indicates that your
sole source of revenue is from "retained discounts” from the sale of ol
You stated in your application that "The Foundation plans on continuing these
activities as its source of funding." Also, the duties of your only paid
employee are to "Tabulate orders, maintain inventory of » track orders,
prepare <l for pick up, and maintain accounting records."

’

pose of your organization is
Your educational activities only
ike the organization in Pevenue

table or educational activity.

based on the above, we feel that the primary pur
to sell D to non-profit organizations.

Serve to further this purpose. Therefore, 1
Ruling 73-164, you have no significant chari

You have stated that "All retained discounts in excess of working capital
needs will be returned to the pParticipating nonprofit organizations." In your
first year you have antreipated expenses exceeding revenues. In your second
and third years you anticipate no €Xxcess in revenues over expenses. Unlike
the organization in Revenue Ruling 64-182, you do not carry out a charitable

Program through contributions and grants which are commensurate in scope with
your financial resources.

With the exception aof the type of service You provide, you are similar to the
organizations described in Revenue Rulings 72-369 and 54-305. VYour primary
activity isg providing a service to tax-exempt organizations for a fee. This

activity would be considered an unrelated activity if carried on by any one of
the tax-exempt organi.ations;. ‘

As in gggggguﬁgglggsg_ggggau g{_WashinqgggL_g;CL‘ your activities are directed
toward nonexempt purposes by more than an insubstantial degree.

Accordingly, You dare not entitled to exemption from Federal
section 501(c¢)(3) of tle Code and are required to file inc

Form 1120, Contributions to You are not deductible by don
170 of the Code.

income tax under
ome tax returns on
ors under section

If you do not aqgree wich these conclusions, you may, within 30

days from the
@ date of this ictter, file in duplicate a brief of the facts, law, and argument.
% that clearly sets forth your position. If you desire an oral discussion of

the issue, please indicate this in your protest.

, The enclosed Publicat i 8o2
gives instructions for tiling a protest.

vYs of the date .f

? If you do not file 4 protest with this offijice within 30 da
§ ecome final,

this report or letter, this pProposed determination will b
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be considered by the Internal Revenue Code as 3 faj
administrative remedies. Section 7428(b)(2) of t
provides in part that, "A declaratory judgment or
shall not be issued in any Proceeding unless the United States Tax Court,
United States Court of Federal Claims, or the United States District Court for
the District of Columbia determines that the organization involved has

exhausted administrative remedies available to it within the Internal Revenue
Service."

If this determination letter becomes a final determination,
appropriate State Officials, as required by section 6104(c) of the Code, that
based on the information we have, we are unable to recognize you as an
organization of the type described in Code section 501(c)(3).

we will notify the

If you have any further questions, please contact the person whose name
telephone number are shown at the beginning of this letter.

———

and

Sincerely,

?5\ v N .
S, N .'.._\:_'.\
PEt
Bobby E. Scott
District Director

Enclosures:
Publication 892
Form 6018
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! Date of Larest Oetermination Letrer

TOICver 'ae~rtiar0n Numoper

l' Oute 2! Pragoses Azverse Action Lesger

Nare ana Accreyy 3 -

I consent to the Bropased adverse action relative to the abave organization as shown by the
understand that if Seciion 7428, Declaratary Judgments Relating to Status and Classitication g
(31, etc. aoplies. | have the right to pratest the Proposed adverse action.

box(es) checked below. |
t Qrganizations under Section 501(c)

NATURE OF ADVERSE ACTION

Z
‘:%Oemal ct exempt.on

—  Revocstion of exemptian, effactive

~—

L]

Moaitication ot exempt status from section SQ1(c), ) 1o 501l ), ettective

@)

Classitication as a Private faundation (section S09(al), ettective

(]

Classitication as 3 nan-operating faundation (section 4942()1(3)), etfective

(]

Classit.cation as an 0rganization described 1n section 50S(all ), etfective

(]

Classitication as an 0rfganization descr.bed in sectign V70011 HAN ), etactive

It vou agree 1o the ddverse action shown abave, please 1ign and return this consent. You should keep a2 sopy for your records.
1 you s1n this conmsent befare you have exhau;ted

Your adm.nistrative anceal rights, you May lase your rights to a declaratory judg
mentuncer section 7428

[Signature instrucrions a7e an the back of thig form. )
g

Name at Organizanica

Signatore sna Ting Qate

Signature ana Tirie

Darte

Farm 6018 (R,. 3-31.




